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EDITORIAL DEPARTMENT NOTE 


Much has been published in N. A. C. A. Bulletins and Year 
Books on the subject of standard costs. Many divergent view- 
points have been presented and many varieties and types of 
standard cost systems have been brought to the attention of our 
members. Naturally there has been some confusion, some feel- 
ing that standard costs had a rather different meaning to each 
accountant who came to write on this subject. Yet the remark- 
able increase in the use of standard costs in the last ten years 
and the increasing complexity of the articles published seem to 
indicate that the confusion is more apparent than real and that 
from the divergent views there is evolving somewhat of a gen- 
eral agreement on certain theories of standard costs. 

In general, it appears that all standard cost systems can be 
listed as developing from one or the other of two concepts of 
standard costs. Under the first concept standard costs are 
thought of as “real” costs, they are carried through the accounts 
in place of actual costs, and differences between standard and 
actual are accounted for in variance accounts. To be of greatest 
value, standards of this type require frequent revision, otherwise 
inventories and cost of sales will not reflect current conditions. 

Under the second concept standard costs are thought of as 
established measured or fixed yardsticks with which actual costs 
may be compared and operating ratios determined. Standard 
costs of this type do not displace actual costs, but make possible 
the determination of the actual figures with a saving of clerical 
work. Since this type of standard costs does not displace the 
actual costs for inventory and cost purposes, frequent revisions 
of the standards are not necessary. 

It is the second type of standard costs to which the term 
“basic standard costs” has been applied, and with which the 
present Bulletin deals. In this issue we are presenting a case 
study showing how basic standards costs have been applied to 
a hosiery mill. The author of this article is Lloyd F. Mogel, 
a graduate of the Wharton School of Finance of the University 
of Pennsylvania. After his graduation Mr. Mogel spent one 
year as a stenographer before entering the scheduling and plan- 
ning department of the International Money ‘Machine Co. After 
four years in this connection and five years of cost and statistical 
experience in textile with the Narrow Fabric Co., he took over 
his present duties as Cost Accountant for the Princess Royal 
— Mills. Mr. Mogel is Vice President of our Reading 
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BASIC STANDARD COSTS AS APPLIED TO A 
HOSIERY MILL 


By Lloyd F. Mogel, Cost Accountant, 
Princess Royal Hosiery Mills, Reading, Pa. 


CH discussion has occurred as to the relative merits of 

various plans or systems of standard cost. Some have 
thought of standards as more or less fixed engineering specifica- 
tions stated in terms of monetary values with which actual cost 
could be compared. Others have viewed standards as more rep- 
resentative of real costs than so-called actuals and have substi- 
tuted the standard figures for the actual in the cost accounts, 
carrying the difference in variance accounts. 

In the present case study of the application of standard costs 
to a hosiery mill, we shall not be concerned with the merits and 
demerits of these two plans. We shall leave this to abler minds, 
being content to present here a description of how one plan works 
in our particular case. Possibly some other method of handling 
standard costs might work just as well, the choice of methods de- 
pending largely on the objectives of the management and the 
services expected of standard costs. The basic standard cost plan 
described in this article has the advantage of giving actual costs 
while at the same time providing a gauge or tool of measurement 
in the form of standards. 

The system described herein is flexible and can be adapted to 
a small or large concern. The only difference in the accounting 
requirements of various concerns is that some may require more 
refinements or breakdowns than others. 


Books Used 


The books used are as follows: general ledger, general journal, 
accounts receivable ledger, accounts payable ledger, voucher regis- 
ter, sales book, cash book, asset ledger, factory ledger and factory 
journal. 

The accounts receivable and accounts payable ledgers are the 
loose-leaf type designed for use with bookkeeping machines. Post- 
ings to the ledger give at one writing the customer’s statement, 
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the ledger sheet, and an entry in the book of original entry. This 
means that the sales book, cash book, and voucher register are 
designed for this machine accounting. 


Accounts Receivable Ledger 

Debits to the ledger sheets are made when the sales invoices 
are listed in the sales book. At the same writing the debits to the 
statements are entered. Credits to the ledger are made when 
cash receipts are listed in the cash book and when credits or 
returns are listed on the returned sales sheets, which constitute a 
separate section of the sales book. Whenever postings are made, 
the information is recorded on duplicate statements, in the ledger 
and in books of original entry. Statements are always up-to-date 
and are sent out regularly on the first of the month. 


Accounts Payable Ledger 

Credits to the ledger are made when purchase invoices are listed 
in the voucher register. At one writing entries are made to the 
voucher, remittance statement, ledger and voucher register. Debits 
are made when checks are listed in the credit side of the cash book. 
At one writing we fill in the check, remittance statement, entry to 
the ledger and the cash book. 


Asset Ledger 

The asset ledger is merely a detail of the assets as represented 
by the general ledger accounts. Each sheet has a section for 
asset charges, credits and balances, a section for depreciation 
charges, credits and balances, and a net asset balance column. De- 
preciation is calculated on each sheet in this ledger at the end of 
each month and is the basis for the monthly depreciation entry. 
This gives an accurate breakdown of depreciation expense by de- 
partments for use in recording the departmental expenses in the 
factory ledger. 


Factory Ledger 

The factory ledger contains the inventory accounts in greater 
detail than the general ledger. These include raw materials, pro- 
cess inventories and finished stocks. The latter two groups do ndét 
appear in the general ledger. The factory ledger also has factory 
expense control accounts, cost of sales, and departmental expense 
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accounts. All standard costs or values appear in this ledger; no 


standards appearing in the general ledger. 


enter into the balance sheet. 
Chart of Accounts 


Hence, no standards 


The first essential is to have the general ledger accounts ade- 
quately described and classified in some logical arrangement. It 
will be noted that the asset and liability accounts are arranged in 
the order in which they appear on the balance sheet. 


GENERAL LEDGER ACCOUNTS 


Cash and Receivables 

A 1 Cash in Banks 

A 2 Petty Cash Funds 

A 10 Customers Accts. Rec. 
A 19 Res. for Doubtful Accts. 


Material Purchases 

B 2 Silk 

B 4 Cotton 

B 23 Silk Throwing Purchased 
B 51 Spun Silk 

B 54 Dyeing 

B 55 Packing Materials 

B 95 Shipping Supplies Invent. 
B 99 Inventory Account 


Other Assets 

C 21 Local Taxes Prepaid 
C 22 License Prepaid 

C 23 Interest Prepaid 

C 25 Insurance Prepaid 

C 27 Rentals Prepaid 


Property Accounts 
D 1 Land 
D 5 Buildings 
D 55 Res. for Deprec. 
D 10 Building Equipment 
D 60 Res. for Deprec. 
D 15 Machinery & Equipment 
D 65 Res. for Deprec. 
D 15T Mach. & Equip.—Throwing 
D 65T Res. for Deprec. 
D 20 Office Fur. & Fix. 
D 60 Res. for Deprec. 
D 25 Office Mechanical Appl. 
D 75 Res. for Deprec. 
D 35 Automobiles 
D 85 Res. for Deprec. 


Payables 
E 1 Notes Payable—Banks 
E 5 Notes Payable—Trade 


E 12 Accounts Payable 


E 27 Wages & Salaries Accrued 
E 28 Interest Accrued 

E 32 Accrued Power & Light 
E 43 Res. for Federal Taxes 


Other Liabilities 
F 24 Res. for Legal & Professional 
F 25 Res. for Franchise Tax 


Capital and Surplus 

G 1 Capital Stock Authorized “A” 
Capital Stock Authorized “B” 
Capital Surplus 

Earned Surplus 

Profit & Loss—Current Year 
Federal Taxes Paid 

State Taxes Paid 


Sales and Sales Returns 


H 5 Sales 
H 55 Sales Returns 


Manufacturing Expenses 


AAQAAR 


K 3 Mill Payrolls and Salaries 
K 13 Rentals 

K 21 Supplies 

K 22 Repairs 

K 32 Power and Light 

K 34 Freight In 

K 49 Misc. Expenses 

K 52 Depreciation Expense 

K 53 Insurance Expense 

K 54 Local Taxes 


Delivery Expense 


Shipping Dept. Payroll 
Shipping Dept. Expenses 
Shipping Dept. Fixed Charges 
Cartons and Cases 
Automobile Expenses 
Freight Out 
Postage—Parcel Post 
Return Expense 


re 


. 
| 
ba 
1 
2 
6 
9 
12 
21 
22 a 


N. A. C. A. Bulletin 


May 1, 1935 


Selling Expense 

Commissions 

Selling Office Salaries 
Selling Office Rentals 
Selling Office Telephone 
Selling Office Expense 
Sample Expense 
Advertising 


General Administrative Expense 
M 52 General Office Salaries 

M 53 General Executive Salaries 
M 55 General Office Fixed Charge 
M 57 General Travel Expense 

M 58 General Telephone 

M 59 General Office Expense 


The 
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61 Donations to Charity 
62 Legal & Professional 

65 Franchise Tax 

66 Provision for Bad Debts 
68 Collection Expense 

71 Office Postage 


Income 

1 Discounts Received 
2 Interest Received 
4 Sundry Sales 


Other Charges 

N 51 Discounts Allowed 

N 52 Interest Paid 

Z 1 Factory Ledger Transfer 


“B” and “K” accounts are control accounts for similar 


accounts in the factory ledger, and are the means of tying in 


the cost ledger with the general ledger. 


The accounts of the fac- 


tory (cost) ledger are as follows: 


B 1 Purchases (Credit Control) 
B 212 Raw Silk—78% 

B 213 
B 214 
B 221 


Resist Dyed Silk 

Cotton Yarn 

Spun Silk 

Dyeing 

Packing Materials 

Process Inventories, etc., for 

each style or product class 

B 901F Finished Stock, etc., for 
each style or product class 

B 42X Imperfect Stock, etc., for 
each class 

Z 4 Inventory Reserve 

K 3 Mill Payrolls—Credit Control 

K 13 Rentals—Credit Control 

K 21 Supplies—Credit Control 


Accounting for Purchases 


Sun 
=o 


Repairs—Credit Control 
& Light—Credit Con- 


Freight In—Credit Control 
Expense—Credit Con- 
tro 

Depreciation—Credit Control 
Insurance—Credit Control 
Local Taxes—Credit Control 
General Ledger Transfer 
Standard Control 

Excess Loss on Imps. (Std.) 
Material Usage (Std.) 
Packing Material Usage 
(Std.) 

Cost of Sales 

42¢g. Knitting Dept. Exp. 
48gg. Knitting Dept. Exp. 
Looping & Dept. 
Expense 

Boarding Dept. Expense 
Finishing Dept. Expense 
Packing Dept. Expense 
Throwing Plant Expense 


LS 
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Purchase invoices are entered in the voucher register in the 
above described method, making the distribution to the proper 
general ledger accounts. For entry in the factory ledger, manu- 
facturing expense invoices and materials invoices must be treated 
separately. To prepare for entry in the factory ledger, all “K” 
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manufacturing expense invoices are listed on columnar work sheets 
giving the proper allocation to departments. 
account K-22, Repairs: 


R31 R32 R33 R4 V14 T2_ Total 


Textile Machine Works..... 325.65 541.61 

Union Spec. Machine....... 12.25 

Proctor & Schwartz........ 20.76 20.76 
Atwood Machine Company.. 121.26 121.26 
Otis Elevator Company..... 5 5.75 
Frick Plumbing Company... 25.75 25.75 


counts. 


K 22 
For the factory ledger, material invoices are priced and extended 
at standard values and entered under the respective accounts with 
the corresponding credit set up in B-1, Purchases (Credit Con- 
trol). Below are shown the factory ledger accounts with purchases 
and materials, illustrating how the actual and standard cost figures 
are carried in the same account and the method of showing cost 
Amounts marked with asterisks (*) are red or deduction 


ratios. 
items. 


BRAoARRRA 


325.65 541.61 12.25 20.76 31.50 121.26 1,053.03 

At the end of the month factory journal entries are made credit- 
ing the credit control accounts and debiting the departmental ac- 
For repairs the entry would be: 


Factory Journal Entry 


Repairs Expense Debit Credit 
42gg. Dept. Expense.............. $325.65 
Looping & Seaming Dept. ........ 12.25 
Boarding Dept. Exp. ............. 20.76 
Mill General yp 31.50 
Throwing Dept. Exp.............. 121.26 
$1,053.03 


Factory Lepcer Accounts 
B-1 Purchases—Credit Control Account 


.00 
2,152.00 


$12,739.41 
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The work sheet for 


867.26 
12.25 
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Actual Standard 
Oct. 13 B-212 $1,774.50 $2,184.00 
625.41 
“ 2,152.00 
a 
$11,667.75 
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B-212 Raw Silk 78% Grade 
Dr, 


$8,173.25 $9,537.75 85.7 Ratio 

B-214 Raw Silk 90% aamea™ 

Actual Standard 

; $7,155.40 $7,401.10 96.7 Ratio 

B-41 Cotton Yarn 
Dr. 

Actual Standard 

“ 15 Aberfoyle Mfg. Co. .......... 1,120.75 1,121.40 

“ 25 Boger & Crawford .......... 602.75 625.41 
$3,783.60 $3,914.31 96.8 Ratio 


Dr. 
Actual Standard 
$2,591.66 $2,615.47 99.0 Ratio 
B-221 6thd Thrown Silk 10 Turns 
r. 
Actual Standard 
? $10,630.45 $11,853.30 89.8 Ratio 


{ctual Standard 
“¢ B-55 Packing Materials 
; 
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B-222 7thd Thrown Silk 10 Turns 
Dr. 
Actual Standard 
$7,923.60 $8,896.25 89.0 Ratio 
$5,612.62 $6,300.64 


$12,880.22 $13,221.16 97.3 Ratio 
B-223 4 thd 18 Turns Thrown Silk 
Dr. 
Actual Standard 
$9,324.35 10,070.00 


At the end of the month the total of invoices entered on ex- 
pense work sheets and in various material accounts are checked 
with summaries in the voucher register plus any possible entries 
from general journal or other books of original entry. 


Accounting for Labor 


The original records for labor originate with the employee him- 
self. Each employee fills out a labor ticket each day showing 
operation, production and time. These labor tickets are illustrated 
in Exhibits 1, 2, 3 and 4. Before going to the office, these are 
checked for accuracy by each department through its records of 
work received from operators. 

These labor cards are priced and extended and posted to the 
conventional payroll sheet. After the payroll is completed for 
earnings it forms the basis for the payroll voucher entered on 
the voucher register. 
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Clock No. Name of Operator Dept. Style No. 
23 Soy KS / 
DIRECT LABOR DAY WORK _=ia™ 
Form 113 
1 2 3 4 6 7 8 9 a 42 43 
Looping Board. Trae and for No Cello- 
n 12 13 18 16 7 18 19 “ 45 46 
22 23 25 26 27 23 a9 47 48 
| 
Operations Not Printed Hours Mins. Actual Rate 
Date Dozens Pes. Earnings 
jo-12-3¢ 4.00 
Clock No. Name of Operator Dept. Btyle No. 
31h | Nel Kaee fo / 
DIRECT LABOR PIECEWORK 
Form 111 
3 3 4 5 6 7 8 9 42 
12 13 “ 16 17 1s 19 
a 22 23 a 26 27 23 a9 “7 48 49 
Operations Not Printed Hours Mins. Actual Rate 
& /¢2 
Date Dozens Pes. Earnings 
jo 12-3 IS 4.97 


Exursits 1 2 
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Clock No. Name of Operator Dept. Style No. 
Omotly |R33 
INDIRECT LABOR—D. W. OR P. W. 
Form 115 
12 is 15 17 as 19 43 
22 23 a4 25 as 27 29 45 4“ 
Bl 32 33 34 Bs 37 ss 48 ry 
=i 
Operations Not Printed Hours Mins.| Actual Rate 
& $0 
Date Earnings 
10 400 


1051 F Knitting Dept. Direct Labor Ticket 
Princess Royal Hosiery Mills, inc. 
d from the {oll duction as follows:— Menders oe 


Date... «Mach. Nos. Style No... 3S. 


Clock Hours | Rate Per; 
No. Mame Opegation | Worked | Dozen Zarnings 


Leaging 


‘Legging 
Hel 


Topping 
Par 


Exuusits 3 AND 4 


| he 
| 4 
q 
| | 348' 3 
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| | | 12.32 
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The labor cards are then sorted for indirect and direct labor. 
The indirect labor is summarized by classes of expense. At the 
end of the month this summary of indirect labor forms the basis 
for a factory journal entry, distributing the labor to its respective 
expense accounts as follows: 


Factory Journal Entry 
Indirect Labor 


Dr. Cr 
R 4 Boarding Dept. Exp. ............. 352.26 
R 8 Finishing Dept. Exp. ............ 595.65 
$4,702.28 


The direct labor cards are sorted by operations and style or 
product classes and summarized on work sheets showing produc- 
tion, hours and earnings. The summary is extended for standard 
hours and standard labor cost and is then ready for the monthly 
summary entry. 

On the direct labor summary for the month, actual and standard 
hours are extended by the normal burden rate of each department 
which gives us the amount of departmental expense absorbed in 
inventory or cost. This is combined with entry for direct labor 
as follows : 


Factory Journal Entry 
Direct Labor and Burden 


Dr. Cr. 
Actual Standard Actual Standard 


$6,039.50 $5,917.83 

B-906 Labor ............ 1,376.07 1,363.66 

756.17 780.86 

7,245.71 7,145.49 

7,589.25 7,124.21 
Z-2 Standard Control. . $30,544.67 
K-3 Mill Payrolls ..... $30,555.76 
R-31 42gg. Dept. Exp... 8,428.21 7,965.21 
R-32 48gg. Dept. Exp... 7,524.82 7,089.89 
R-33 Loop & Seam Exp. 1,535.11 1,531.75 
R-4 Boarding Exp. .... 852.21 902.42 
R-8 ‘Finishing Exp. ... 582.47 635.21 


| 


May 1, 1935 N. A. C. A. Bulletin 


Labor Ratios Report 


A weekly report showing the trend of labor is developed by 
ratios of actual to standard. Any changes in rate of pay or effi- 
ciency are readily detected. 


Knittinc DEPARTMENT 
Labor Report—Legging (Inc. Helping) 


No. 901 No. 902 No. 1016 

Labor Output Labor Output Labor Output 

Week Ending Ratio Ratio Ratio Ratio Ratio Ratio 
93 94 91 101 88 98 
94 96 89 101 91 118 
aR Uae 93 91 88 100 95 94 
95 100 91 102 95 102 
93 88 90 96 92 117 
saad, A 94 86 90 96 92 123 
eee 94 107 90 93 93 97 
101 150 108 94 85 103 
94 100 89 88 86 99 


Multiple Inter-Ledger Accounts 


It will be noticed that we use multiple inter-ledger accounts, 
i.e., the tie-up between the factory ledger and the general ledger 
is through several control accounts instead of one. Let us take 
just a moment to see how these controls operate. 


The list of accounts in the factory ledger shows the following 
as control accounts: B-1 Purchases, all K expense accounts, and 
Z-1 General Ledger Transfer. B-1 Purchases is the credit control 
account in the factory ledger for all purchases of inventory items. 
The “B” material accounts in the general ledger are in reality 
“debit control” accounts. All debits to the “B’ accounts in the 
general ledger will be credits to the B-1 Purchases credit control 
account in the factory ledger. The “B” debit control accounts 
of the general ledger therefore balance with the “B-1” credit con- 
trol account in the factory ledger. The following entries for 
purchases illustrate how these accounts operate : 


General Journal Entry 
Material Purchases 


Dr. Cr. 
B-2 Silk (debit control) ............ $8,645.45 
B-4 Cotton (debit control).......... 1,723.50 
B-55 Packing Material (debit control) 1,298.80 


E-12 Accounts Payable .............. $11,667.75 
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Factory Journal Entry 


Material Purchases 
Dr. Cr. 
B-214 Raw Silk 3,140.20 
1,723.50 
B-55 Packing Materials ............ 1,298. 
B-1 Purchases (credit control)..... $11,667.75 


On the general ledger no withdrawals are made from the “B” 
material purchase (debit control) accounts. These accounts are 
used only to record material purchases. They remain open until 
the end of the year when they are closed out into the profit and 
loss account. 

For balance sheet use, the inventory as shown in the factory 
ledger is set up in the general ledger in the account “B-99 Inven- 
tory.” The other “B” material accounts are then disregarded 
and “B-g9” is used for the balance sheet. This is done by a 
journal entry for the general ledger as follows: 


Dr. Dr. 
ZA Factory Ledger 

No entry is made on the factory ledger. The above entry is 
reversed at the beginning of each month. The balances of all 
the “B” accounts in the factory ledger, except “B-1 Purchases” 
comprise the inventory. These accounts, samples of which are 
shown on pages 965-67, show all withdrawals and additions. At 
the end of the year they are adjusted to the physical inventory. 

The “Z-1 General Ledger Transfer” account in the factory 
ledger, serves as the account through which transfers of various 
miscellaneous charges or credits are made to the general ledger. 
This account also receives transfers from the general ledger. A 
similar account appears in the general ledger, “Z-1 Factory Ledger 
Transfer.” All debits to “Z-1 Factory Ledger Transfer” in the 
general ledger will appear as credits to “Z-1 General Ledger Trans- 
fer” in the factory ledger. A typical transfer is illustrated in the 
entry recording return expense shown on page 99QI. 

The “K” expense accounts in the general ledger are debit con- 
trol accounts. For each debit control in the general ledger we 
have a credit control in the factory ledger. These accounts are 
charged on the general ledger for all expenses applying to them. 
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On the factory ledger the “K” credit control accounts are credited 
for the same amounts as the debits in the general ledger. The 
debits on the factory ledger offsetting these credits are to the de- 
partmental expense accounts. The “K” expense accounts in the 
general ledger are not closed but carried as open accounts until 
the end of the year when they are closed into the profit and loss 
account. The “K” expense credit accounts in the factory ledger 
are also carried as open accounts until at the end of the year. 

At the close of the year all accounts in the factory ledger except 
inventory accounts are closed out or cleared into the “Z-1 General 
Ledger Transfer” account. This corresponds with the closing of 
the general ledger accounts into the profit and loss account. The 
only balances remaining on the factory ledger after closing at the 
end of the year are the physical inventory accounts after adjusting 
the book balances, The accounts in the factory ledger closed out 
comprise “K” expense credit control accounts, “Z” variance or 
usage accounts, “J” cost of sales, and “R” departmental expense 
over or under absorbed balances. No closing of accounts takes 
place for the monthly statements. It will be seen that no balances 
will appear in the “B” material accounts in the general ledger 
except in “B-99 Inventory” which includes all inventories, the 
details of which appear in the various “B” accounts of the factory 


ledger. 
Accounting for the Throwing Department 


The bulk of the material used is raw silk which must be thrown 
into the desired threads for use in knitting. The raw silk there- 
fore passes into another stage called “Thrown Silk.” The labor 
and burden of the throwing plant or department must be added 
to the raw silk cost to obtain the cost of thrown silk. This takes 
us into cost procedure for throwing plants. The proper method 
to get accurate costs is to departmentalize the plant and use de- 
partmental burden rates, etc. But because our throwing plant is 
small in size and because of our desire to avoid a multitude of de- 
tails, we consider the whole throwing plant as a single depart- 
ment of our main plant. The burden rate is applied to the various 
classes of yarn in a blanket normal rate as shown in the following 
procedure. 

Throwing labor is recorded on separate labor cards shown as 
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Exhibit 5. These cards are extended at the end of the payroll 
period, which in our throwing plant is for two weeks, and form the 
basis for the payroll as entered on the payroll sheets. These cards 
are then summarized on a summary card showing the distribution 
by operations. This summary for a four-week period is entered on 
a work-sheet (Exhibit 6) for distribution to the various threads 
thrown. 

The only distribution obtained from the labor cards is by opera- 
tions. Distribution to kinds of thread is made on the basis of 
standard labor. The standard labor for each kind of thread is 
computed by determining the standard labor cost required for the 
quantity of each kind of thread produced. In this case shipments 
from the throwing plant are used as production. The total actual 
labor for each operation is entered beside the total standard. The 
ratio of actual to standard is then determined for each operation, 
and by applying these ratios to the standard figures for each type 
of thread the actual for each type of thread by operations is de- 
termined. 

For burden distribution, the actual productive hours are dis- 
tributed to the kinds of yarn on the basis of standard hours. First 
a ratio is determined by dividing the total actual hours of the 
throwing department by the total standard hours. This ratio is 
then applied to the standard hours of each type of thread to give 
the actual hours for each type: 


DISTRIBUTION OF LABOR Hours—THROWING DEPARTMENT 


Standard 
Hours Standard Actual 
Prod. perlb. Hours Hours 


2,035.91 1.39 2,829.91 3,022.12 


10,885.88 11,632.00 106.9 Ratio 


To this four-week period must be added accruals for production 
not included in pay periods in order to correspond with the calendar 
month. The actual and standard burden absorbed is determined 
by extending actual and standard hours by the normal burden rate. 

We are now ready to make the entry transferring the material, 
labor and burden expense to the Thrown Silk account: 
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Factory Journal Entry 
Cost of Thrown Silk 


Dr. Cr. 

Actual Standard Actual Standard 
B-221 6 thd. Thrown Silk ....... 5,998.20 6,599.70 
B-222 7 thd. Thrown Silk ....... 4,328.00 4,769.50 
B-223 4 thd. Thrown Silk ....... 6,567.10 7,057.90 
B-224 3 thd. Thrown Silk ....... 9,319.50 9,479.00 
4,360.00 4,898.40 
6,450.00 6,672.00 
K-3 Mill Payrolls ............ 4,785.60 4,842.00 
T2 Dept. Expense 3,877.20 3,623.20 


The credit to raw silk is for silk thrown as per throwing pro- 
duction. Payroll and throwing expense account are credited for 
labor and burden respectively. The debit naturally is made up of 
raw silk cost plus labor and burden for throwing. 


Accounting for Material Entering Process 


We are now ready for the transfer of material to “work in pro- 
cess.” Standard material going into process inventories is de- 
termined by extending the production of the knitting department 
by the standard material (as per cost sheets) per dozen for each 
kind of material. The “actual” material is determined by exter.d- 
ing “standard” material times normal usage, times price +--io. 
Exhibit 7 illustrates how these amounts are distributed and ac- 
cumulated. This price ratio is found by dividing actual by stand- 
ard in the material accounts, as illustrated by Account B-221 on 
page 966 where a price ratio of 89.8 is arrived at. The normal 
usage factor is a compensating ratio to bring our consumption of 
materials closer to the actual usage. Should the standard allow- 
ance for waste in the standard material be off, this factor will 
correct it. The final check on the waste and usage factor is the 
usage adjustments calculated when the physical inventories are 
taken. We can then determine how close we were in our usage 
or waste allowances. This could be done without the physical 
inventory were it not for the unknown quantity of silk on the 
knitting machines which cannot be determined with any fair de- 
gree of accuracy until the machines are shut down for inventory. 
It will be noticed that this usage ratio, in addition to its use in 
determining actual materials, is applied to the standards previously 
calculated to get the standard materials used to credit to the in- 
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ventory account. This gives rise to the material usage figure in 
the following entry. The standards used for process were less 
than should have been used as per standard material costs. If 
a monthly inventory of materials were taken or withdrawals could 
be calculated by means of requisitions, no usage ratio would be 
applied to determine the actual value. The requisitions would de- 
termine this. 
Factory Journal Entry 
Material Entering Process 


Dr. Cr. 
Actual Standard Actual Standard 


B-901 Process Inventory ....... 7,326.42 7,916.47 
B-1012 Process Inventory ....... 9,903.30 10,527.57 
B-1015 Process Inventory ....... 6,132.50 6,627.84 
B-221 6 thd. Thrown Silk ...... 5,883.78 6,552.09 
B-222 7 thd. Thrown Silk ...... 2,310.98 2,596.61 
B-223 4 thd. Thrown Silk ...... 5,527.29 5,969.00 
B-224 3 thd. Thrown Silk ...... 8,984.82 9,234.14 
655.35 677.00 
Z-16 Material Usage Acct...... 43.04 


A material usage report is made monthly as follows: 


Material Usage Report 
Std. Val. 


Actual Val. Std.Val. Material 
Material Material Should Price Usage Cost 


Used Used Use Ratio Ratio Ratio 

A B © A/B B/C A/C 
B-221 6 thd. Silk ..... $5,883.78 $6,552.09 $6.552.09 9% 100 +90 
B-222 7 thd. Silk ..... 2,310.98 2,596.61 2,649.60 89 98 8&7 
B-223 4 thd. Silk ..... 5,527.29 5,969.00 5,851.96 93 102 95 
B-224 3 thd. Silk ..... 8,984.82 9,234.14 9,327.41 98 99 8697 
B-41 Cotton ......... 655.35 677.00 ° 690.82 97 98 95 
B-55 Pack Matl. ..... 1,317.50 1,329.30 1,450.70. 99 92 «91 


$24,679.72 $26,358.14 $26,522.58 94 99 93 
Actual value of usage gain, $154.70. 


The Setting of Standards 


At this point I want to digress somewhat and discuss how our 
standards are set up and their use in getting unit costs. These 
standards are set up at the beginning of the year and do not change 
regardless of price trend. They remain fixed and therefore repre- 
sent indexes with which actuals are compared. The only reason 
for changing standards is that important changes are sometimes 
made in construction or in method of operation. The only changes 
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likely to be made at the end of the year are in the burden, and 
possibly in labor rates when radical changes took place in labor 
conditions, such as have occurred under N.R.A. 


Standard Labor and Burden 


Standard labor rates in the case of piece work operations are, 
as a rule, the piece work rates in effect when the standards are 


STANDARD LABOR AND BURDEN PER 100 DOZ. 
HOSIERY MILLS no 70/ 7-1- 
OQ | wore | Wore | | | Pact | 
Knitting 
10 1/0 00 Lge 
Topping 34 
Footing “| 3500 
Total Knitting 08 7S) 
Looping and Seaming 
End Pulling 1.50 2 
Seomiog 20.40) 32 20! 748 
Examining “| £20 285 
Total Looping and Seaming 42.50 | 15.60) 
Boarding 
O Finishing 
Total Pinwhing 
Packing 
Fold and Box for Stock Rw io | 
Packing—Cellophane Eave. 4.00 
Packing—Wrap in Cellophane | 
Pecking—Plain 
Total Packing 7.30 | 450 


Exupirt 8 
980 


> 
| 
. 
© 
| 


May 1, 1935 N. A. C. A. Bulletin 


set. Standard hours for knitting represent machine hours based 
on time studies plus performance possibilities. Other departments 
have labor hours (based on time studies and past performance) 
for a means of absorbing burden. 

The standard burden is the extension of standard hours times 
the departmental normal rate. This is illustrated in Exhibit 8. 
To determine the standard burden rates for each department we 
set up a detailed budget by departments annually, reflecting all 
proposed expenditures and set-ups. This budget shows indirect 
labor classified by nature of expense. In the departments affected, 
indirect labor also includes mending and redyeing expenses. The 
distribution of power is on the basis of connected horsepower plus 
lighting installed times a factor to cover the time used. Depreciation 
is calculated for each department from the asset ledger. Monthly 
charges are also calculated for each department separately. In- 
surance is distributed on the basis of valuation; rentals and real 
estate taxes, on floor space occupied. General or indirect depart- 
ments (service departments) are redistributed to the direct de- 
partments on the basis of total department expenses plus direct 
labor. The normal rate of each department equals the total bud- 
geted department expense divided by the normal production for 
that respective department expressed in standard machine or labor 
hours. 

Normal capacity is defined by the Hosiery Code Authority as 
follows : 

From the fifty-two, eighty-hour weeks of the year, or other 
provision for the operation of productive machines as may be 
provided by amendment to the Code, deduct legal holidays and the 
time allowed for taking inventory in order to determine the maxi- 
mum possible time that the knitting departments would be devoted 
to production. . . . Normal capacity will be stated at 75% of maxi- 
mum capacity. .. . The deduction of 25% is to provide for loss of 
time due to breakdowns, pattern changes, making samples, seasonal 
fluctuations and other causes. 

Standard Material 

Standard material is obtained by multiplying the yarn weights 
required times the standard price of the materials. The standard 
prices are set at the beginning of a period and may run for several 
years without any change. The weights are determined by analys- 
ing a few representative stockings before dyeing, and weighing 
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each kind of yarn on a sensitive scale. The question now arises 
as to what weight to use. This is a case where a pound of silk 
is not a pound of silk. In purchasing raw silk we are invoiced on 
a conditioned weight which allows for 11% moisture. This is 
called the “invoiced weight or filature weight.” The weight re- 
ceived at the throwing plant is not the same as the weight in- 
voiced on account of moisture loss. In the throwing process soaps 
and oils increase the weight so that a lot of silk will clear the 
throwing plant with an increase of from 1% to 7%, or even greater, 
depending on soaking materials used. When received by our 
knitting department the silk is conditioned in a conditioning room 
having humidity of about 95%. This gives an additional increase 
in weight. So in taking sample stockings to be analyzed for 
weights, we allow them to dry, after which we have the thrown 
weight of the silk. 

To simplify this weight problem, all weights in cost sheets and 
in all inventory accounts are expressed in terms of “invoiced 
weights or filature weights.” When weighing our analyzed sam- 
ples, we have a weight that is about 1% to 7% heavier than the 
“filature weight.” All stockings made to the same specifications 
have approximately the same number of yards of thread knit in the 
fabric. Silk thread varies in size and weight per yard. In order 
to eliminate these variations out of our standard weights, we meas- 
ure most of the thread ravelled from the sample stockings and find 
the actual weight per yard of thread. The weight of each kind 
of thread is modified by the relation of this weight per yard to 
a standard weight per yard. This standard weight per yard was 
determined from threads when the throwing clearance was about 
2% to 3%. Through tests made on the machines, it was found 
that this was a substantial allowance for waste in the knitting de- 
partment. So we take the thrown weight and call it the filature 
weight for cost calculations. Even though thrown weights show 
8% to 10% gain over filature pounds, this will of course be re- 
duced to 2% to 3% gain by modifying the weights obtained from 
such a sample by the standard weight per yard. 

We have evolved this method of arriving at our weights in the 
absence of an expensive laboratory conditioning oven and scales. 
A conditioned weight is perhaps more desirable. But by our 
means we get the desired results in less time and effort. 
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STANDARD MATERIAL 


ROYAL 
STYLE wo.22 Date 7-1-3F 
O Where Used Kind of Mat’t Weight Calculation Per Dosen Ber — 
OTs Gre. 1 
86.0 Gre. Measured ~ Yas. Measured = /0/5 Gre. Per Ya. 
- Std. Ore. 1 Ya. 
Gre Measured Yds. Measured = Gre 
. 178 Gre. 1 
\72 4 or measures ~ 39/ Yas. Measured = /§SGre. Per ¥4. 
Heel, 70 
High Splice sith 7-8 am x Waste Allowance =| |2.0/| OF/ 
Heel in Heel Gre. x 0648" Xx % Waste Allowance = 
Sole San. x00 x 10 Waste Allowance | 420 780 
| 
Toe x x 10 | % Waste Allowance =| 7$| 420| £48 
| Fam. x 10/ % Waste Allowance = 149 
Seam Sore x x Waste Allowance =| 20 | A787 
Ore. x 0648" Xx Waste Allowance 
Total Raw Material per 100 Dosen Pairs 179.66 
DYEING STANDARD 
THIS X = . per io. X /OS% Redye Allowance. 2/.70 
PACKING MATERIAL 
Quantity Description ‘ Amount | 
Baro 40.00 Lod 
800 Bande Len 
4.00 
/ 
’ 


* 0548 = Factor to convert grains per stocking to ounces per dosen pairs (24 + 487.5) 


Exuisit 9 


Calculation for standard material is shown in Exhibit 9. The 
additional allowance for waste on the calculation makes allowance 
for extra waste in a “ringless” knitting process; also for extra 
waste in small sections of the stocking. 
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Standard Cost Summary 


The first part of this form (Exhibit 10) is a summary of the 
information on the labor and material sheets with the addition of 
the item “Loss on Imperfects.” This is the loss in value of sec- 
onds, etc., representing the difference between cost and realizable 
value of all qualities less than firsts. As the firsts must bear this 


ALL FIGURE. ARE HYPOTHEPICAL 
STANDARD COST SUMMARY PER 100 DOZ. 
HOSIERY MILLS stvte no... dete... /- 
OA 1934 
Coat Ratio ‘Actual Ratio | Actual 
Total Materials 92-4 
Labor Knitting | (75.40 
Looping and Seaming 42.60\ 217.791 102.0) 2. 
Burden Knitting {08 751 
Looping and Seaming | 40] 194 20 
Total Mfg. Cost in Grey 71 £23 
Dyeing 9 22.3 
Labor Boarding 220 
| Burden Boarding 7.20 
O Finishing 15451 
Total Manufacturing Cost—Paired 21 £12.18 
Loss on impertects * % Basis 
Packing Materials 40.40\ 27.7 22/0 
Burden Packing 4.59\ 477 
Total Manufacturing Cost Packed 
Delivery Expense £20) 1408 4.2. 
General Administrative Expense feat sh. ase 
Setting Expense « £4.43) | 10.98 
Commissions 43.00 £0.0 
Pull Cost Dettvered 
* Loss on Imperfects calculation— 
124 OO % @ /23tu= 
% See. @20/* = 4.73 
% @ 32/ + = 
% Rags = £32 
12 @ 3138 + = 72 
O Oo % Total Impe, ete. Total Lows 70 % Firsts = Lom 
Impe. See 
Cost Paired £74 $74 
Valve 949 2.59 96 
Exuzsrr 10 


| 


May 1, 1935 N. A. C. A. Bulletin 


additional cost, it is an essential part of the total cost. The cal- 
culation of this loss is made on the bottom of the cost sheet. 


Work in Process Accounts 


After this aside, we are ready to take up the flow of costs at 
the point where they enter the in process accounts. In these ac- 
counts in the factory ledger, the amounts for direct labor, for 
expense absorbed and for material and dyeing charges are recorded 
on one line. The purpose is to show in detail and in total in 
the process inventory account the current production from which 
we obtain the current actual cost ratios. 

A process inventory account in the factory ledger is illustrated 
in Exhibit 11. The columns headed “material,” “dyeing,” “labor,” 
“burden,” are only memo. columns to show the elements of cost 
for current production. The total column is the active column 
to which other debits and all credits are posted. 


Dyeing Costs 

As we do not have our own dyeing department, all our dyeing 
is done by outside dyers. This simplifies the handling of dyeing 
costs. We are billed for hosiery dyed on the weight of the hosiery 
in the grey before dyeing. The price of dyeing in this case study 
is calculated at 25c. per pound. These dyeing invoices are en- 
tered the same as other purchases. 

The basic standard dyeing cost is calculated by adding the 
weights of all materials before allowing for waste and extending 
this by the rate per pound plus an allowance to cover redyeing 
expenses. In Exhibit 9 is shown the calculation for style gor. 

The invoices from the dyer show the style number, weight and 
amount in dollars of all hosiery dyed. These invoices are sum- 
marized on a columnar work sheet to show the number of pounds 
dyed of each style together with the invoiced cost. At the end 
of the month the total weight for each style is divided by the 
weight per dozen to convert weights to dozens. The dozens are 
multiplied by the standard dyeing per dozen which will give us 
the standard amount for dyeing to be charged to work in process. 
The actual amount will be the summary from the invoices. The 
entry on the factory journal is as follows: 
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Factory Journal Entry 
Dyeing Costs. 
Dr. Cr. 
Actual Standard Actual Standard 
B-901 Process Inventory .......... $275.75 $267.82 
B-1012 Process Inventory .......... 425.20 423.10 
B-1015 Process Inventory .......... 254.60 210.50 
EXAMINERS REPORT LOT TICKET 
Uneven Site Styte No Color PEBB AB § Lhe. 
_Nerrowing, Foot |__| _/ Dos. Boarded Date. 
_ Topping _L3_| Doz. d By Date 
“Needle Marks aut Baaminer | 
Welts Dos. Firsts WE 
Crepe Appesrance |g | * | | 
Short Length |__| * 
Looping 
Hage Twist 8 Menderes | 
Cause for Re-dyes | | “ing Odds 
Odd 
Mender Drops | 7 | REMARKS: 
Spotted or Soiled 
This Ticket must accompany lot thru Mill to Pairing. 
Let No F Let No. F § 9654 Dor. 
te... £01... Cater PEBBLE Style LOL. sine PEBBLE... 
FOLDED AND BOXED 
SENT TO DYERS 20 
Dozen to Stock 
This coupon to be detached when sent 
to Dyers. This coupon must accompany lot after pairing. 
Exuusit 12 
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Journal Entry to Finished Stock 
As our sales are to the retail trade only, making prompt de- 
livery essential, it is necessary that we carry a substantial stock 
of finished hosiery in bulk and some stock packed in boxes ready 
for shipment. Our bulk stock is folded and banded and carried 
in stock containers. In filling orders, these stockings are taken 
from stock and packed in the customer’s packing. Imperfects are 
packed up as produced and held for orders or shipping instruc- 
tions. In transferring from process inventories to finished stock, 
we draw the line at the pairing operation. Any goods paired is 
considered finished stock, as it goes directly to the shelves or is 
packed for shipment. The summary of the pairers’ or examiners’ 
reports (Exhibit 12) on the finishing lot tickets provides the 
basis for the transfer. At this point the throw-outs are classified 
as to quality, i.e., imperfects, seconds, thirds, fourths and rags. 
Each of these qualities has a salvage value which in all cases 
happens to be less than cost. This loss in value between cost and 
realizable value is calculated and added to the value of the first 

Work Sueer ror DererMINnInG Loss on IMPERFECTS 
Style 901 

Actual Inven.Val. Stand. Inven. Val. 


Notinc. Packing _not inc. packing 
Dozens PerDoz. Amount Per Doz. Amount 


1,032-2/24 $4.40 $4,541.15 $4.51 $4,654.68 
6-12/24 277 1801 2.53 16.45 
10/24 1.10 4 40 

1,132-1/24 $4,863.45 $4,975.36 


Dr. to Imperfect Stock 
Ratio 
Dos. Standard Acet St. Actual 
Total Doz. finished 
3,227-5/24 5.74 18,524.19 98.2 18,190.75 


Cr. to Work in Process 


Total Doz. Firsts 
2,095-4/24 5.74 12,026.28 98.2 11,809.81 
Dr. to Finished Stock ——_ 


Cost of Imps. 6,380.94 

Inventory Value of Imps. 4,863.45 

Actual “Loss on Imps.” 1,517.49 
(Dr. to Finished Stock) 

Standard “Loss on Imps.” 2,095-4/24 firsts X .648 stand. loss equals 1,357.67 


stand. loss 
(Dr. to Finished Stock for standard) 
Exuzir 13 
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quality. On the work sheet shown in Exhibit 13, is illustrated 
the method of arriving at the values for the journal entry. 

The standard value of irregulars is the figure used in the 
standard costs to determine our standard loss. The actual value 
of irregulars is determined from the current sales prices less 
deductions for packing costs and selling and administrative ex- 
penses. The standard cost of withdrawals is dozens finished times 
standard cost “paired.” The actual value is this standard times the 
cost ratio developed in the process inventory account. There is 
nothing unusual about these values except the “Loss on Imps.” 
item. The cost of throw-outs less the salvage value equals the 
actual “Loss on Imps.” to be absorbed by the firsts. The standard 
“Loss on Imps.” is the quantity of firsts times the standard loss 
per dozen as calculated on the standard cost summary sheet. There 
are three factors influencing any change in this item of “Loss on 
Imps.”: (1) Quantity produced; (2) Cost variation of hosiery; 
(3) Change in selling price of throw-outs. It will be seen from 
the work sheet that these three factors are reflected in the actual 
“Loss on Imps.” 

In summarizing the finished lot tickets, the odds that cannot 
be matched or mated, are classed as “redyes.” This means that 
all the odds from different lots are thrown together and redyed 
and refinished as a net lot. Therefore all odds or redyes are not 
transferred to finished stock but are left in work in process. When 
these redyes come through again, all labor applied to same is 
charged to the departmental expense. In setting the normal bur- 
den rate, allowance was made in the departments affected for this 
refinishing expense. 

The journal entry for this transfer is as follows: 


Factory Journal Entr 
Work in Process to Finished Stock 


Dr. Cr. 
Actual Standard Actual Standard 


1,517.49 1,357.67 
825.60 946.70 
B-901 Process Inventory ........ $18,190.75 $18,524.19 
B-902 Process Inventory ........ 13,175.85 13,577.59 


B-48X Imperfect Stock .......... 8,288.45 8.480.50 
Z-7 Excess Standard Loss........ * 264.88 
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The effect of this entry on the finished goods account is shown 
in Exhibit 14, which also illustrates the other charges made to 
finished goods. 

FACTORY LEDGER ACCOUNT 
B-901F Finished Stock 


Mfg. Cos Loss on Imps. Total 
Actual Standard Actual Standard acorll Standard Ratio 


Balance .......- 7678 $7,025.60 
Production ...... : $11, 809.81 $12,026.28 $1,517.49 $1,357.67 13, 30. 30 13,383.95 
Scrap in Produc- 

75.20 0 75.20 0 
Packing Material. 1,265.75 1,295.60 
Packing Labor and 

Burden ....... 621.25 585.75 


$22. ,075.30 $22,290.90 99.2 
Shipments or 15, 60 *15,725.40 
Returns 393.94 *397.00 


*Red— Deductions 
Exuisit 14 


Packing Costs 

As the packing operations are applied to the hosiery in finished 
stock account all packing labor and burden and packing materials 
are charged to the finished stock inventories. The entry for labor 
and burden is as follows: 


Factory Journal Entry 
Packing Labor and Burden 


Dr. Ge, 
Actual Standard Actual Standard 


B-901F Finished Stock ............. 621.25 585.75 

B-902F Finished Stock ............. 322.25 310.75 

625.10 

Z-2 Standard ‘Control 598.30 


Hosiery spoiled in operations after legging, must be taken out 
of inventories for the value of material, labor and burden. Instead 
of charging this to the department overhead we include this loss 
in the cost sheet under “Loss on Imps.” An entry is made credit- 
ing process inventories and charging finished stock, adding this to 
the cost of the first quality, as shown in Exhibit 14. No standard 
loss is figured for this entry. 


Returned Hosiery Expense 

In dealing with the retail trade, there will always be a certain 
amount of merchandise returned for credit, some justly because 
of manufacturing defects, and some unjustly, in many cases after 
being worn. This merchandise was sent out as first quality and 
costed as such. But after re-inspecting, most of the returns are re- 
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classified as of lower quality. Through shop wear and through 
rough handling some are damaged and hosiery worn is thrown out 
as rags. This loss in value together with the cost of reinspecting 
and the cost of redyeing, refinishing and repacking same is charged 
to “Return Expenses” which we have allocated with the delivery 
expenses. We realize that some of this expense should be charged 
to manufacturing expenses. But we keep the total expense in one 
account so it is not buried in some other figures, giving more 
emphasis on the cost of such return policy. The entry on this 
expense is as follows, making a transfer to the general ledger. 


Factory Journal Entry 
Return Expense 


Dr. Cr. 
Actual Standard Actual Standard 


B-901 Process Invent. ............. $173.24 $176.40 

B-902 Process Invent. ............0- 62.10 70.41 

Z-1 General Ledger Trans........ 259.24 

Z-2 Standard Control ............ 250.68 

R-4 Dept. Exp. Ind. Labor ...... $4.74 

R-8 Dept. Exp. Ind. Labor........ 2.66 

B-901 F Finished Stock ............ 393.94 $397.00 

B-902 F Finished Stock ............ 76.34 83.04 

B-903 F Finished Stock ........... 16.90 17.45 
General Journal Entry 

L-22 Return Expense ...........000- 259.24 

Z-1 Factory Ledger Trans.......... 259.24 


Cost of Sales 

The actual cost of sales is determined by multiplying net sales 
in dozens by standard cost per dozen, times cost ratio (actual to 
standard). This is calculated on each style or product class mak- 
ing possible a profit and loss statement by product class. 

Entry on the factory journal for cost of sales is as follows: 


Factory Journal Entry 
Cost of Sales 


Dr. Cr. 
Actual Standard Actual Standard 


$82,410.92 

Z-2 Standard Control ......... $84,524.87 

B-901F Finished Stock ......... $15,599.60 $15,725.40 
B-902F Finished Stock .......... 24,395.38 25,625.40 
B-48X Imperfect Stock ........ 8,214.86 8,425.50 
B-42X Imperfect Stock ........ 16,406.13 16,142.70 
B-54X Imperfect Stock ........ 1,575.10 1,610.10 
B-1016F Finished Stock ........ 2,375.25 2,460.25 
B-1022F Finished Stock ......... 3,756.05 3,905.20 
B-1025F Finished Stock ......... 7,524.40 8,220.22 
B-1028F Finished Stock ......... 2,564.15 2,410.10 
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Profit and Loss Summary 

To take off the monthly profit and loss report, the general ledger 
is not closed or changed except that the book inventory, as appear- 
ing in the factory ledger after accounting for cost of sales, is placed 
on the ledger. This entry is again reversed on the general ledger 
the beginning of the subsequent month. The profit and loss state- 
ment appears as Exhibit 15. 


Prorir aND Loss SUMMARY 
October 31, 1934 


% to 
Net Sales 
1,225.65 1.3 
Cost of Goods Sold........ 82,471.92 87.4 
Normal Gross Profit...... $11,889.98 12.6 
Overabsorbed Mfg. Expense. 4,159.87 44 
Actual Gross Profit....... $16,049.85 17.0 
Delivery Expense ...... $929.30 1.0 
omy | Expenses ....... 5,229.00 5.5 
Gen. Admin. Exp........ 4,610.20 49 
$10,768.50 11.4 
Net Operating Profit....... $5,281.35 5.6 
Other Income 

$657.60 
*475.80 181.80 P 
Net Income for Period.... . $5,463.15 5.8 

All figures are hypothetical. 
* Red—Deduction. 


15 


The sales, delivery expenses, selling expenses, administrative 
expenses, and non-operating income are taken from the general 
ledger accounts. The cost of sales figure is carried in the factory 
ledger. The over- or under-absorbed manufacturing expense fig- 
ure is obtained from the Mill Statement, which is a detailed oper- 
ating statement of the departments and includes the over- or 
under-absorbed balances appearing in the factory ledger in the 
departmental expense accounts. 

The proof of the Profit and Loss statement will be found in the 
change in net worth on the balance sheet. 
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Profit and Loss by Product Classes 


The profit and loss statement is broken down into profits by 
products. This is obtained through a detailed sales analysis with 
the extensions of the details by the actual costs. This is possible 
because the inventory costs are kept in actual costs by product 
class. To determine the commercial expenses applicable to the 


PROFIT AND LOSS STATEMENT BY PRODUCT CLASSES 
Month of 
Gross Profit Net Profit 
Sales Groups and Product Classes Cont of 
Sales Goods Sold Expenses * 
Portege 
3 thd. ladies 48 gg #901 21501 15600 8701 2670 35031 
* 42 gg #902 24205 24595 190 2170 2360 
2thd. “ gg #1016 2972 2375 597 407 190 
4thd. “ 48 ge #1022 4740 3756 984 645 341 
Sthd, * 42 gg #1025 8872 7524 ims 1290 58 
Stha. * 42 gg #1028 2820 2564 256 440\e 184 
Total, 64910 56214 8696 7620 1076 
vepertects resco | 16408 1904 56 
48 ge 9205 e215 990 1002 12 
54 ge ° 1796 19875 220 219 2 
Tot) 29390 26196, 3194 5148 46 
Normal Grand Totel, 94300 82410; 11890 10768 1122 
Lees Unabsorbed Mfg. Expense— 
* 2949 2949 2949 
Actual Grand Total, 943500 78251 16049 10768 52681 
# Red = Deductions or/ Losses 1 H 
Exursit 16 
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various product classes, we extend net shipments by the standard 
commercial expense per dozen times the ratio of actual to standard 
expenses. This is shown as Exhibit 16. 


Balance Sheet 


This is the only monthly report made up from the general ledger. 
As stated before, this is simplified by having the accounts classified 
in the order in which they appear on the balance sheet. 


Mill Statement 


This is a departmental profit or loss statement of manufacturing 
expenses. The statement is a breakdown of the over- or under- 
absorbed expenses showing the cause of loss or gain in each de- 
partment as to spending and idleness. Operating ratios are also 
shown reflecting the efficiency of each unit. This information is 
obtained from the departmental expense accounts in the factory 
ledger. Exhibit 17 shows the Mill Statement. 

Column A is the total actual expenses for the departments for 
the month. Column B is the budgeted amount of expenses. Col- 
umn C is the actual expense absorbed into costs. This is actual 
time extended by the normal rate per hour. Column D is the dif- 
ference between C and A. Column E, Controllable Expenses is the 
over- or under-expenditure for this portion of the departmental ex- 
penses. The question may be raised why there should be any 
profit or loss in Column F, Fixed Charges. A profit may arise 
when the budget was set for the year counting on certain assets 
to be written off early in the year. After they were written off, 
no more depreciation was charged to fixed charges, showing a 
corresponding gain for that month. A profit may also be realized 
in fixed charges (which also includes redistributed service depart- 
ments) by reducing the force of service labor or reducing the ex- 
penses in the service departments. Column G, Capacity Unused, 
reflects the idleness or activity of the plant. The amounts are the 
difference between actual expense absorbed and the budgeted 
amount of expense. A projit will show black, while a loss will 
show in red. 

The operating ratios are the ratios of spending or actual ex- 
penses to budget for Column H. Column I is the ratio of actual 
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expense absorbed to budgeted expense. Column H will readily 
show any variation in spending for the volume produced. Experi- 
ence will show what ratios should be at expected volumes. This is 
also determined by separating the departmental budget into fixed 
and variable expenses and showing the expected spending at the 
various volumes. Column J, Output, is the ratio of standard ex- 
pense absorbed to budgeted expense. Column K, Efficiency, is the 
relation of capacity used to output in volume. The cost ratios 
are the ratios of actual to standard. 
Current Costs 

To determine the current manufacturing cost of each product or 
style per dozen, we extend the standard cost by the ratio actual to 
standard. This is done for each element of cost. From the entry 
transferring raw materials and payrolls to work in process, 
we get the ratios for material, dyeing, labor and burden. The 
ratios for actual of “Loss on Imps,” packing material, and packing 
labor and burden are calculated from entries to finished stock 
recording these items. These items appear in the process inven- 
tory account and the finished stock account. 

The trend of costs is shown on trend reports showing the costs 
in ratios or in actual dollars and cents. 


Physical Inventory 

Our pricing of physical inventory is somewhat simplified be- 
cause of the ratios actual/standard. The inventory is taken on 
cards as shown in Exhibit 18. These are summarized on total 
cards which are then priced at standard and extended for standard 
values. The cards for the various operations of each product class 
are summarized on a grand total card and the standard value ex- 
tended by the cost ratio appearing on the inventory account which 
gives us the actual cost of the inventory. However, if the market 
value of the inventory is lower, adjustments must be made covering 
same. 

The final check on the accuracy of the accounting system is the 
extent of the adjustments to the books at physical inventory time. 
For the last three years our adjustments due to records being off 
were 0.16% of the cost of sales. For the last year the net adjust- 
ment was 0.09% of the cost of sales, which we believe is fairly 
close for a process cost system. 


997 


4 

4 
|| 


N. A. C. A. Bulletin May 1, 1935 


BIBLIOGRAPHY 
Hosiery 
N. A. C. A. Publications: 
Acme for Loss on Imperfects. Lloyd F. Mogel. Bulletin I, June 15, 
Cost Accountant Reduces Cost and Improves a in a Hosiery Mill, 
. Dwight M. Allgood. Bulletin I, Feb. 1, 
Cost Methods in a Hosiery Mill. Bulletin i, Sept i 
Cost Problems in the Textile Industry. John ; MiCullough. 1922 Year 
Book, pp. 343-64. 


General: 

Cost-Finding System Suitable for Full-Fashioned .y Mills. M. G. 
Berg. Textile World. McGraw-Hill Company, 330 West 42nd Street, 
New York, N. Y. Jan. 2 and Jan. 16, 1932, issues. 

Cost System at B. Z. B. Knitting Company Minimizes wo for Unprofit- 
able Lines. R. L. Spillane. Textile World. Sept., 

Examples in Hosiery one Canadian Textile y City 
Press, Gardenville, P. Q., Canada. July 30, 1926. 

Manual of Cost Accounting Principles for the Hosiery Industry. National 
Association of Hosiery Manufacturers, 468 4th Avenue, New York, 
N. Y. 1934. 47 pp. 

Production Control in the Hosiery Industry. Cost and Production Hand- 
book. Ronald Press Company, 15 East 26th Street, New York, N. Y. 
1934. pp. 295-6. 

Full-Fashioned Hosiery Industry. John M. Howes Publish- 
ing Company, 330 West 42nd Street, New York, N. Y. 1929. 159 pp. 


» = 2 
ty 
. 
= 


BULLETINS PUBLISHED SINCE AUGUST, 1934 


The Relationship Between Your Company Sales and 
General Business Activity, E. B. Whittemore 
Controlling Distribution Costs, Carle M. Bigelow 
Management Under a Planned ee, Paul J. Stokes 
ss in the Paint Industry, D. Beale 


vam | Profits in Present-Day Accounting, W. A. 
aton 

Some Phases of T. V. A. Accounting, Jeremiah Lockwood 
The Harris County Budget, H. L. Washburn 


The Depreciation Policy of the Bureau of Internal 
Revenue Under T. D. 4422, D. W. Martin 

Treasury Decision 4422, Virgil P. Ettinger 

Revamping Capital Structures, Victor Stempf 

The Distribution of Holding Company Expenses Among 
Subsidiaries, Research and Service Department, 

Measuring Plant Capacity, Charles C. James 

ey the Purchase Price of Cottonseed, K. Y. 

1 

Estimating the Special Order, Eugene R. Nevins 

Developing Costs at a Brush Factory, Wm. C. Fitts 

A Cost System for a Sparkling Ginger Ale Company, 
H. W. Jones 

Accounting, Sister M. St. Agnes 

Establishing a Control Over Hospital Income, Geo. Rea, 
and John L. Peper 

Practical Standards—Their Development and Use, E. A. 


Green 
— Standards for Manufacturing Expense, T. H. 
tterson 
A Cost Plan for the Women’s Shoe Industry, Clinton 


W. 

A Step-By-Step Approach to the Determination of Profit 
at Varying Voiumes, Paul W. Pinkerton 

Making Budgetary Control Effective in the Factory, 

Simmons 

Maintenance Costs and Control, Frank Klein 

The Modernization of Municipal Accounting, M. F. 
Hoffman 

Municipal Relief Expenditures, Lawrence 


. Flic 

Standard Costs Point the by | to Cost Reduction in a 
Washing Machine Plant, Paul C. Taylor 

Management’s Responsibility for the Control of Waste, 
Walter F. Titus 


Basic Standard Costs as Applied to a Hosiery Mill, 
Lloyd F. Mogel 


November 15 


November 15 
December 1 


December 15 
December 15 
January 1, 1935 


January 1 
January 15 


January 15 

February 1 

February 1 

February 15 
March 1 


March 15 
March 15 


April 1 
April 1 
April 15 
April 15 
May 1 


September 1, 1934 | 

September 1 

September 15 7 

September 15 2 

October 1 5 

October 15 4 

October 15 

November 1 

November 1 bs 

| 
| 

| 


as 
2 


A 

a 

nt} 

j 

‘il 


16t 
INTERNATIONAL Technical Sessions 
COST Program 


CONF ERENCE Tuespay Morninec: 


TurspaAy AFTERNOON: 


Experience with 
Uniform Accounting 


WEDNESDAY: 


Control Through 
Accounting and the 
Flexible Budget 


THURSDAY: 


Open Forum on 
Controversial 
Questions 


1935 


HOTEL 
STATLER 


BOSTON, MASS. 


ON OF 
| Ay 
| a) 1 
| fo} 
SY, 
a 
27th 


= 


